Financial Overview

FINANCIAL OVERVIEW

The City of Columbus faces the most challenging budget process in over 40
years in 2003. A significant actual decline in general fund revenues from 2001 to
2002 combined with minimal projected revenue growth in 2003 has left the city
facing a $34 million gap between projected 2003 revenues and even a bare-
bones level of spending necessary to sustain essential city services. Even with a
concentrated effort over the past two years to reduce spending, resulting in a
much narrower gap than would have otherwise been the case, 2003 has
presented unprecedented financial challenges to the city. The gap in 2003 has
been partially filled through one-time transfers from other funds that will not be
available on a sustained basis.

Our city is not alone among either Ohio governmental entities or those in other
states in preparing budgets under adverse economic circumstances derived from
a national recession. In fact, we are in a better situation than several of the other
large cities in Ohio, as the table below indicates. Income tax is a major revenue
source at the local level.

Income Tax Comparison with Other Major Ohio Cities
2002
2001 2002 Actual
Actual Estimated Growth
Tax Growth Growth Year-to-Date
City Rate Over 2000 Over 2001 Sept. 2002
Columbus 2.00% 3.5% 2.4% 0.2%
Cincinnati 2.10% 3.1% 1.6% -3.2%
Cleveland 2.00% -1.0% 1.0% -3.0%
Dayton 2.25% 1.1% 1.6% -6.7%
Toledo 2.25% -1.9% 1.9% 1.9%
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The city has identified efficiencies in the provision of services, which have
greatly reduced spending.

In 2000, the city commenced an operations review both to identify the outcomes
sought from various services provided and to identify operational changes which
might allow us to provide those services related to desired outcomes in a more
efficient manner. A system of “management by results” has been instituted which
includes regular measurement of our success in achieving the desired outcomes.
This system of performance measurement is becoming the basis of utilizing
performance data in the budget process.

This new system of managing has resulted in concrete changes, which have
improved the delivery of services while also reducing expenditures. Technology
functions that were at one time dispersed throughout city agencies have been
consolidated in the Department of Technology, allowing for a more efficient and
economical use of technology. Purchases are coordinated at better prices and a
single strategy prevents the use of different and incompatible technology by
different departments. Code enforcement functions have been consolidated
within one department, the Development Department, allowing cross-training of
employees, coordination of services, and implementation of new projects such as
Neighborhood Pride. The fiscal, legislative, and human resources functions from
six divisions in the Department of Public Service have also been consolidated
into one operation, allowing lowered staffing levels.

In 2002, the plan review function for commercial and residential development,
along with associated inspection functions, were consolidated into a One-Stop-
Shop program. This program is funded through a self-sustaining fund, freeing up
general fund resources, and services are guaranteed to customers using specific
performance standards. The Division of Fleet Management has been designated
as the central agency for automobile purchasing, reducing expenditures
considerably. Finally, funding has been secured from the Columbus Board of
Education to reimburse the city for the cost of the School Resource Officers
provided to area high schools.

Hiring controls have been in place for two years with all hiring being reviewed by
the Finance Department. As of the end of September 2002 there were 120 fewer
civiian employees funded by the general fund than had been budgeted.
Legislation expending general fund dollars now must be approved by the Finance
Department, and it also reviews all purchases of $5,000 or more not requiring
legislation. As spending has been reduced this year, legislation has been
adopted reducing appropriation authority so that savings are not expended for
unbudgeted purposes.

3-2 City of Columbus 2003 Budget



Financial Overview

Our new system of management by results, with increased opportunity for a
more efficient delivery of services, has allowed for a significant reduction in
spending growth in our general fund operations. As the chart below indicates, an
average annual rate of growth in general fund spending of 7.4 percent over the
five years preceding the operations review effort declined to 4.9 percent in 2001.
The 2002 spending is expected to actually reflect a slight decline in spending of
0.3 percent.

Annual Rate of Growth in General Fund Spending
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Note: 2002 projection assumes Building Services Division not in General Fund in 2001.

As the 2001 budget was being prepared in the fall of 2000, a “continuation”
budget for 2001 was determined to require $553 million (not including Building
Services which was to be moved to its special revenue fund). Resource
limitations required $22 million in spending cuts to balance that budget. Had a
budget of the $553 million magnitude been funded, the continuation funding for
2002 and 2003 would have been $594 million and $638 million, respectively, if a
growth rate of 7.4 percent were assumed (the average annual rate of expenditure
growth from 1996-2000). As the chart below indicates, the actual general fund
budget for 2002 was more than $60 million below the level of spending increases
occurring throughout the preceding five years, and that difference in 2003
approaches $95 million. This reflects the efforts to control spending with a more
efficient provision of services as outlined above.
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The following chart allows a comparison between the reduced levels of budgeting
in 2001-2002 and actual or projected expenditures for those two years. Each
year, spending was or is projected to be $10-13 million less than that
appropriated, again reflecting successful efforts to reduce spending. Although
the budget for 2003 increases by $12 million from that in 2002, this increase is
primarily due to costs over which the city has no control, namely increases in
workers compensation and health insurance premiums totaling $12.7 million and
mandatory expenses associated with the new third-party EMS reimbursement
program, estimated at $3.5 million (anticipated EMS revenues completely offset

these expenses).

$550
$540 $531

General Fund Expenditure Changes

$545

Millions

W Appropriation

2001

530
2520 - 520 Expenditures
$510
$500

Note: 2001 excludes Building Services Division for purposes of comparison across years.

2002 2003
Projected Projected

3-4

City of Columbus 2003 Budget




Financial Overview

Actual decline in general fund revenues has more than offset the
significant expenditure reductions.

Revenue growth from 1996-2000 for the general fund averaged 6.3 percent per
year. However, a slightly higher average expenditure growth of 7.4 percent per
year during those years led to declining year-end balances in the general
operating fund. This in turn sparked the creation of the Mayor's Economic
Advisory Committee in the summer of 2001 to recommend measures to address
this persistent imbalance. A report issued by the committee recommended both
spending controls and new revenue measures, most of which have been
undertaken and adopted. However, simultaneous to these efforts, the national
economy deteriorated, turning a small but persistent imbalance into a much
larger cyclical budget gap. General fund revenue history for 2000-2002, with
projections for 2003, is shown below.

General Fund Revenue Growth
2000-2003

10.00% —

8.00% - 6.2%
6.00% -
4.00% -
2.00% -
0.00% -
-2.00% -
-4.00%
-6.00%

* Excludes Building Services revenues in all years

2.2%

I

Prnjpr"rpd

-3.9%

General fund revenues grew a healthy 7.6 percent from 1999 to 2000. Although
the rate of growth declined to 6.2 percent in 2001, consistent with its long-term
average, about 3.6 percent of this growth was attributed to one-time revenue
consisting of a workers compensation premium rebate and the cancellation of an
unusually high number of encumbrances. As the chart indicates, revenues
actually are projected to decline this year by 3.9 percent, and the rate of growth
in 2003, without a car rental tax, is only 2.2 percent.
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The city income tax represents nearly two-thirds of the revenue to the general
fund. As one can see from the graph below, the steady growth in this revenue
throughout the 1990’s has been significantly reduced beginning in 2001, with
virtually no growth in 2002.

Percentage Growth in Income Tax
Collections, 1992-2002
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The Columbus economy has the healthy underpinnings that should enable
it to withstand economic downturns and recover fully once the
unemployment picture improves.

Although Columbus had experienced steady growth in income tax revenues for
the period 1960-2000, even during recessions, the average annual growth rate
slowed in the 1990’s, and then rapidly declined during the current economic
downturn, as illustrated in the table below. Excluding sharp and isolated
increases in 1995 and 1998, the growth rate has not reached seven percent
annual growth in any year since 1987 and had hovered in the 4.5-6.5 percent
range over the period until 2001.
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Income Tax Growth: 1975-2002
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Nevertheless, Columbus’ economy has been generally healthy over the past
decade, due to growth in population and geographic area accompanied by
stability in the business, residential, and political environments. A low cost of
living, a high quality labor force and an emphasis on education further ensure a
strong and stable economic outlook despite the current short-term challenge.

Columbus’ economy is based upon a diverse mix of employment, with the largest
sectors being service, retail trade, state and local government,
finance/insurance/real estate, and manufacturing. This diversity has enabled
Columbus to maintain economic prosperity and stability over the long term, while
enabling it to weather economic downturns such as the current one with less
difficulty than many cities.

The strong service oriented economy of Columbus, along with large government
employment, has helped minimize the effects of recessions in the past. Nine of
the 14 largest employers in the city are governmental or government-oriented:
the State of Ohio, The Ohio State University, Ohio State University Hospitals,
United States Postal Service, the United States Defense Construction Supply
Center, the Columbus Public Schools, the City of Columbus and Franklin County.

While the recent economic downturn has brought many challenges, the city’s
future continues to be bright. The presence in Columbus and its immediate
suburbs of 13 educational institutions, ranging from technical and design
institutes to liberal arts colleges and a major research university, assure a
continuous pool of well-educated and trained job candidates.
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Unemployment continues to be low when compared to state and national levels,
as shown in the following graph. The Columbus region has had consistently
lower rates of unemployment, primarily due to the relative stability in the
government, education and other service-oriented employment sectors
mentioned above. As of August 2002, the unemployment rate in the Columbus
MSA was 4.4 percent, the Franklin County rate was 4.5 percent, and the
Columbus rate was 5.3 percent, the same rate as the State of Ohio. The
national rate was 5.7 percent in that same month.

Annual Average Unemployment Rates

10
()
T Franklin C
S ranklin Co.
) —M.S.A.
()] .
g 51 w Columbus
w .
o Ohio
3 Nation
o
0 9192 (93194 |95 |96 |97 |98 | 99 | 00 | 01 | 02
Franklin Co. | 4 |4.8|46|39|33|/29(27(25(25/24/28 4.5
— M.S.A. 42/49(48(39|131(31(29|27|26(25/28|44
e COlUmMbuUs 54154|52(43/35|34(32| 3 |29|28(3.2|5.3
Ohio 64|73/65/55(48(49/46(43(4.3/41|4.3|53
Nation 68|75(69|6.1/56(54/49(45(42| 4 |48 |57

2002 figures are as of August.
Source: Ohio Department of Job and Family Services
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The bond rating awarded the city by both Moody’s Investors Service and Standard
and Poor’s Corporation attests to the soundness of Columbus’ long-range financial
outlook. Bond ratings of Aaa and AAA, respectively, awarded to the city in 1995,
have since been maintained. These ratings represent the highest achievable for
long-term debt, making Columbus the third largest city in the nation, behind Dallas
and Indianapolis, with this dual distinction. These ratings afford Columbus the
opportunity to realize savings in the cost of long-term financing, affirm investor’s
confidence in investment in Columbus, and help attract new businesses to the
area.

The City of Columbus’ financial integrity is enhanced by the existence of two
general reserve funds: the economic stabilization fund (AKA rainy day fund) and
the anticipated expenditure fund (formerly known as the 27" pay period fund). The
rainy day fund was created in 1988 with an initial deposit of $4 million to create a
reserve for unforeseen future events that could disrupt basic city services. The
goal of the fund was to reach five percent of general fund expenditures. Until
1998, annual deposits of $1 million were made to the fund. In 1998, the fund
received an infusion of $7 million from a refund from the Ohio Bureau of Workers
Compensation, allowing for the attainment of the five percent reserve level and
maintenance of approximately five percent with no additional deposits required
through 2010, except to the extent the fund is actually used (as proposed in the
2003 budget).

The anticipated expenditure fund was established in 1994 to plan for the next
occurrence of a fiscal year in which there are 27 pay periods (2005), rather than
the standard 26. The purpose of the fund was later broadened to include other
contingencies. This fund received $5.33 million in refunded monies from the Ohio
Bureau of Workers Compensation in 1998. If annual deposits of $750,000 are
made in the 2003-2005 period, the fund will accumulate the projected required
amount of $13.5 million for the next such pay period.

Summary tables showing the projected balances of both reserve funds are set
forth below.
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Economic Stabilization Fund
Recommended Future Deposits
(000's Omitted)

Investment Year-End | % of GF
Year |Deposit| Earnings* | Expended | Balance | Budget
1999 0 1,224 23,807 5.11%
2000 1,442 25,249] 5.00%
2001 1,621 26,870 5.06%
2002 1,200 0 28,070 5.40%
2003 842 12,400 16,512 3.03%
2004 495 6,000 11,007] 1.98%
2005 6,000 680 17,688 3.07%
2006 6,000 948 24,635 4.15%
2007 6,000 1,225 31,861 5.07%
2008 1,593 33,454 5.28%
2009 1,673 35,126] 5.01%
2010 1,756 36,883 4.97%
2011 1,844 38,727 4.93%

* Assumes investment rates as follows: three percent in 2003 and 2004, four
pecent in 2005-2007, and five percent in 2008 and beyond

Anticipated Expenditure Fund
Recommended Future Deposits
(000's Omitted)
Year-End
Year Deposit Expended Balance
2000 9,886
2001 750 83 10,552
2002 750 11,302
2003 750 12,052
2004 750 12,802
2005 750 13,500 52
2006 750 802
The Finance Department estimates the cost of the next occurrence of a
27" pay period in the year 2005 at a cost of $13.5 million.

Through this year, the economic stabilization fund has never been drawn upon
for the purposes for which it was established. A policy regarding its use has
been adopted and is set forth in the Financial Policies section of this document.
The 2003 budget proposes its use consistent with that policy. Projected
revenues for 2002 and 2003 at levels lower than that of 2001 certainly establish a
temporary lowering of revenue due to an economic recession, and a continuation
of basic city services at acceptable levels cannot be maintained without the use
of a portion of this fund. The amount is estimated to be $12.4 million but will
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depend upon the size of the available insurance fund surplus at the end of 2002.
Financial prudence dictates that the combined transfer from these two funds not
exceed $24.4 million.

The temporary lowering of general fund revenue by more than $30 million below
that required to sustain basic city services means that even a resumption of
normal revenue growth in 2003 will leave general fund revenues enough below
anticipated spending requirements in 2004 that a second use of this fund may be
required in 2004. The city will continue to examine new sources of revenue and
work to further reduce expenditures during this time frame. Consistent with the
policy on the use of this fund, the city anticipates replacing any monies so used
at a rate equal to at least $5.4 million per year beginning in 2005.

2003 Budget Scenario

The 2003 budget was balanced with limited resources while employing certain

key principles, as follows:

e Build a budget from the ground up which is keyed to the city’s strategic plan
implementing the Columbus Covenant

e Focus on the basic priorities in city services for the neighborhoods—police
and fire protection, refuse collection, and basic public health services

e Review all program areas to identify activities the city should no longer be
engaged in, given limited resources

e Continue to implement performance management, working toward providing
performance measures for all city programs, which will inform the budget
process

e Promote efficiencies in government through reorganization of divisions,
consolidation of functions, review of management structure and centralized
fleet management

e Implement recommendations of the city’s Operations Review and Economic
Advisory Committee

e Rely on attrition to the extent possible in reducing employment with no layoffs
for uniformed police and fire personnel

e Employ hiring controls and review general fund spending ordinances and
purchases to keep 2002 spending below appropriation levels

e Limit the use of the economic stabilization fund and insurance fund surplus to
that amount necessary to sustain basic city services

¢ Monies used from the economic stabilization fund must be replaced at a rate
equal to at least $5.4 million per year beginning in 2005

e Funds in the anticipated expenditure fund need to remain available for the
extra (27™) pay period in 2005
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General Fund Pro Forma

A general fund pro forma operating statement is provided herein, which projects
the city’s future general fund financial outlook. The pro forma bases year 2003
revenues on the City Auditor's official Estimate of Available General Fund
Resources, except as noted. The following assumptions were used in
developing the pro forma.

Pro Forma Operating Statement Assumptions

Like all financial forecasting tools, pro forma projections are based on a series of
assumptions that invariably do not prove totally accurate over time. Moreover,
projections become less certain the further one extends the forecasting horizon.
This pro forma statement assumes that year-end deficits, which are not
permissible per state law, will be corrected through expenditure adjustments in
order to force a positive year-end fund balance. The document presented herein
represents the Finance Department’s best estimate of the city’s financial status
into the future, given the major assumptions below. Revenue growth
assumptions for most sources in 2004 and beyond are based upon an historical
ten-year average.

Expenditure Assumptions

e The standard inflation rate for non-personnel items is two percent in 2003 and
three percent thereafter.

e Personnel costs (excluding insurance costs) are assumed to grow by four
percent annually, to take into account a combination of merit increases, step
increases, and collectively bargained increases in wages and other pay
benefits.

e Insurance costs will grow by 5.5 percent in 2003 and by twelve percent
annually thereafter.

e The Divisions of Police and Fire reflect the costs of new and planned recruit
classes sufficient to maintain existing staff levels.

e Annual city-wide account projections include costs associated with division
termination pay and contingencies for yet-to-be-negotiated pay increases,
increased insurance costs, legal settlements, and other potential obligations.

e Annual deposits of $750,000 will be made to the anticipated expenditure fund.

¢ No deposits to the economic stabilization fund are projected through 2004.
Deposits of $6 million per year are projected for the years 2005-2007.

Revenue Assumptions

¢ Income tax receipts will grow by 3.6 percent in 2003 and by 6 percent in 2004
and thereafter.

e Property taxes will grow by 6.6 percent in 2003 and by 4.75 percent in 2004
and thereafter.

e Shared revenue is projected to grow by 2.7 percent in 2003 and seven
percent thereafter.
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¢ Investment earnings decline by 36 percent in 2003 and then grow by 12.5
percent thereafter.

e Hotel/motel tax revenue is projected to grow by four percent in 2003 and 4.75
percent in 2004 and beyond.

e EMS revenue will grow by five percent in 2004 and beyond.

Division Specific Assumptions

e Two police recruit classes, one in June of 20 recruits and one in December of
40 recruits are funded in 2003. Thereafter two police classes of 35 recruits
each are projected through 2012.

e One fire recruit class of 33 recruits is funded in 2003 and one class of 35
each year thereafter is funded through 2012.
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